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There is no doubthat the future for New Zealand very much depends on the success of agriculture.
In spite of suggestions in recent years that other forms of industry are the future for New Zealand,
agriculture continues to grow its contribution to GDP year on yeare®had Beef returns alone,
contribute $6.0 billion of foreign exchange earnings with over 90% of production exported all around
the world.

New Zealand farmers continue to lead the world in efficienayur predominantly grass fed

systems. However as tlaithor of this report has identified, returns to farmers have not
consistently reflected this extraordinary feat of efficiency that farmers from other countries seek to
emulate.

The New Zealand sheep and beef industry has a proud history of leadershimandtion across

the globe. Nuffield Scholars have been among the many groups of individuals that believe
passionately in the future of agriculture and travel extensively to share information with others so as
to make farming even better in the futurélhe time and commitment involved is massive, however
New Zealand agriculture is far better off for the thinking and analysis these scholars provide at the
end of their studies abroad.

James Parsonsase of themost recent Nuffield Scholato leave NewZealand to study his topic of

interest,& { dzLJLJ & / KI Ay wSft I A 2y #ikdepditurelfrgnRNew Pehlaad / K| Ay
coincided with heated industry debate about how teorganise the industry to provide better

returns for farmers and others to enge a more viable industry in the future.

James has looked extensively at value chains in a number of countries and in other industries for
points of difference that could be used here in the New Zealand sheep and beef ddettalks
extensively abouthie need for better information sharing, encouraging differentiation and
collectively leveraging our points of differendde identifies good examples of New Zealand
companies doing parts of this well and getting better returns as a reklgitvever many ther

concepts James talks about in this report could be further applied in our industry for even greater
returns.

Importantly, James has included in his report a key message that resonates particularly well with me.
As farmers we are all part of the salut, and we should not spend time looking in the rear view

mirror and lamenting the pastit is very easy to identify the problem and expect someone else to
make it go away, and James is asking more than that.



SUPPLY CHAIN RELNBKIPS AND VALUE [BHAESIGI January 1, 2004

This report is the view of a person passittnabout agriculture, who has travelled extensively for
nearly six months and investigated many different types of systems to come to some conclusions.

James has proudly and conscientiously continued the Nuffield tradition of adding to the leadership
andinnovation that New Zealand is renowned for. | am sure you will gain a lot from reading this
NELR2NI FyR L dz2NBS @&2dz G2 G11S dzLJ G4KS a/ &t (2
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Mike Petersen
Chairman

Meat and WoolNew Zealand

All Rights Reserved

This publication has been prepared in good faith on the basis of information available at the date of
Publication, without any independent verification. Neither Nuffield New Zealand or the author guarantee or
warrant the accuracy, reliability, completeness of currency of the information in this publication nor its
usefulness in achieving any purpose.

Readers are responsible for assessing the relevance and accuracy of the content of this publication.
The author will not be liable for any loss, damage, cost or expense incurred or arising by reason
of any person using or relying on the information in this publication.
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Introduction

When you examine the amazing efficiency gains New Zealand producers have made since the

RSNB 3 dz | (A 2,¥is thuly impr&sSive Bapyuch@83 G K & bSg %Skt yRQaA | 3N
industry isfrequentlyheld up as an examplaternationally. Yet despite all these amazing gains, our
O2dzy iNBEQa YSIOG YR ¢22f LINPRdZOSNE | NB ¢@ni YI 1 Ay:
hit a 50 year low indrm profitability, with 2007n y &@rage farm profit of $19,400. This has left
manyintheindusyl a1 Ay 3 GKS [jdzSadAz2yyY WK2¢ R2 ¢S 3ASH 27F°F
the most efficient group of producers on the plaretve to do differentfo achieve healthy and

sustainable profits?

With these and many otheguestions screaming inside me for an answer, and with the amazing
support of my wife | decided tstepoff the treadmillin purstit of the insights | knew were there
somewhere.The pathl chose was to apply for a Nuffield Farming Scholarship. Quickly following the
exhilaration of beingwarded a scholarshjgame theawarenesandresponsibility of needingp

deliver some solid answers for my fellow farmers.

Of recent years | have deloped a fascination with the power of systems. The efficiencies they

create and how small tweaks to their design can influence human behaviour hugely. You will see

this reflected in the following report. Also | have taken a very principled based approany

research. Rather than just learn what people and organisations do, | instead went a step further to
understand why they do it. Once you lock down the principles that apply in a situation, you can cut

through the fog of detail to quickly understd whether a course of action will successfully deliver or

not. With these two angles in mind | set off seeking to understand the supply chain, how it could be
AO0NBFYEAYSR YR YIRS Y2NB STFAOASYGS AGK | 321 f
profits. My travels took me throughustralia, USA, Mexico, Canada, Brazil, the UK, Ireland,

Netherlands andinally China

LQY AYONBRAOGEE NBftASOSR GKIFIG L OKz2a$S (2 dzyRSNRGL
than looking at one paiin isolation. Far too many people have gone off to the market place for

bS6 wSItlyRQ&a LINE R dzthé andwerto/oRr woks i§ weNies @ marketdodry 3 Y
products betteré While there is a lot of truth to this statement, marketing on itsrois not the

complete answer, or our number one priority. These individuals have made the mistake of looking

at the interface with the consumer in isolation, yet this is only one part of the equation. Itis

important to understand the context of why Ne#S I f Y RQ& LINRP RdzOGa | NB LJ2 2 NJ
pursuit of this and many other answers | purposefully looked at supply chains that had nothing to do

with food, knowing that their core principles would apply, regardless of the product.

The audience lam pitghid G KA & NBLR2 NI G2 A& GSNEBR YdzOK bSg wSI
participants, particularly producers, as | am first and foremost a sheep and beef farmer also. When |
KIS dzaSR aidl G4dSySydas &adzOK | ay wWydzOmmng® bSg %Sl
sheep and beef production, not dairy or other primary industries. While many of the examples used
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relate to lamb, it is important point out that the same principles and in many cases opportunities
apply regardless of the product.

To be awarde@ Nuffield Scholarship is truly life changing. You embark on a journey around the
3t20S GAGK NBIFffe y2 ARSI gKIG 22dQff RAAO02ISNE
more importantly insights and depths of understanding are at a léaatlyou could never have

anticipated. My journey was no exception.

The following pages have been immensely enjoyable crafting. They are the fruit of five and a half
months of very focused thinking, long days and late nights and endless questions ioffluerntial
people all over the globe. Upon returning to New Zealand, the next five months involved the
percolation of many thoughts. As ideas and concepts matured they were put in to, an all too
important context. The pages you are about to read &eformal documentation of what has

been an amazing intellectual journey.
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Executive Summary

In an incredible intellectual journey of a lifetime, | travelled 5 continents over nearly half a year,

seeking to understandupply chain dynamics artbw to design the ultimate value chain. My
subsequentaindinformed belief is we are in one of the most exciting times in global agriculture,

quite simply because it is changing at an ever increasing spead Zédlandpastoral faming is in

an incredibly strong position, and has a tremendous window of opportunity for its meat and wool

LINE RdzOS NAE @ ¢tKS RAGARSR LINROS GF{1Ay3a FI-NYSNE 27
operatives; setting the prickor our pasture produed products.The opportunity to create and

embracea new industry transformation is incredibly exciting. However it is also our only viable

option.

The greatest barrier to Blew Zealandaneat and wool industry transformation is the fierce culture of
independence, poor communication and mistrust endemic in the industry. To get a bunch of
farmers to agree upon something is like herding cats. This behaviour is not because industry
members are morally deficient, but rather symptomatic of the complex antudgtonal supply

chain structures they are in. In essence the system is flawed and the system determines the culture.
Human nature is completely geared to finding the easiest option; mankind will always work the
system to get the maximum benefit for §eRather than making a value judgement and focusing on
the counter productive behaviouthe focus instead must be on the system. The system must
always be the point of intervention. By redesigning the system in such a way/'th&€ S NXA 3 K
incentives ae put in the right placegthen naturally the right behaviour and culture result. Leaders
redesign systems, managers just work within their parameters. Subsequently visionary and
innovative leadership is required to engineer a necessary culture shifirgustry transformation.

Acloserlookab S ¢ %S lcdmmediRyQupply chains shows they are incredibly long, complex,

and highly dysfunctional. They areilbwn an archaic system of bdgw selt high up and down the

OKI Ay ® 9 OK fiskarke Kigfily delbendény & MiBirdbuytiotl@nd selprice. This in

turn is a disincentive to communicate, which in turn breeds mistrust and second guessing. Weak

and dysfunctional relationships are the result. Auctions exacerbate this problem evertimough

keeping the buyer and seller apart. The seller has no knowledge of who the buyer will be and
GKSNBEF2NE OFyQid GFAE2NI 0KSANI LINRPRdAzOGA2Y (G2 (GKS 3

Auctions also become a haven for opportunistic tradighile auctions provide a transparent

means of gauging supply and demaqiterefore price commoditisation of the product is the

NB a dzf G @ LYOSyiGA@Sa F2NJ LINPRAzZOSNE RAFFSNBYUGALF GAYy
communication with thenext chain partner is not facilitated. A long term relationship between

chain partners is like a marriage, built on communication and trust; expanding this analogy an

auctionis like a public forum for oneight-stands between buyers and sellers. Thiatienship is

GSNE G(GSYLRNIf GgAGK y2 3dzZ N yiGSS 2F NBLISIG 0dza Ay S
around meat companies, is a less public version of the same thrjese complex commodity
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supply chains potential value is destroyed rattigan created. The philosophy of the traditional
supplychainis[ SGQa O02YLISGS F2N) 2dz2NJ AYVRADGARdz-f af A0S 2

Components of the chain (individual chain partners) tend to be very efficient at a component level.

New Zealangbroducers and alsorpcessors are world leaders in terms of efficiency, regarding their

26y O2YLRYSYyild Ay GKS OKIAYyO® adzOK 2F (KAa OFly 08
AL N] SR 0& RSNBIdzZA A2y Ay GKS ynQadarevaény L2 NI SNA 3
efficient as individual components. But at a chain level, the chains efficiency is very poor. The parts

of the sum might look good but the sum of the parts is dismal. In the same way that tactics should

follow strategy, component efficiency shilol come secondary to chain efficiency. A new industry
transformation is long overdue. Without doubt, when it happens, it will result in a radical overhaul

of our supply chains.

By contrast with the traditional supply chain, the value chain conceptdsrepletely different

system. It creates a collaborative culture through incentivising communication, trust and

interdependence rather than independence. The value chain typically is short with few chain

partners. Itis focused on a certain market osttumer, and the sharing of ideas between chain

partners facilitates cannovation and product differentiation. In complete contrast with the

OGN RAGAZ2Y T &adzllLd @ OKI AHVE caniwe Solle@tively dpbw thiefpie vatyfer LIK A £ 2 2
than competeT 2 NJ 2 dzNJ A Yy R ks ddusedabnichaia éffici€ndydirgt and component

efficiency second. While a superior concept to the traditional supply chain model it is not easy to

construct. The ideal value chain shares power and profits fairly arhtregshain partners. This

requires chain partners to possess the same values and philosophy; achieving this is easier said than

done. Particularly if one of the chain partners i€tailer used to being the priemaker in the

chain; taking the biggesbargin, because they can. Subsequently many of the value chains held up

as being fantastic models to follow are, while a lot more efficient, still Fadil Producers in these

chains might receive a premium now to hook them in, but profits and powgnaQ i & K NBR S|j dzA
As these retailed value chains become common plaary premiumpreviouslyon offerwill have

disappearedas producers will have very few alternatives.

NewZS | f I nye& @ril wool industry must pursue the value chain approaith &l speed. But

LINE RdzOSNE Ydzad Sy dSNJ GKSY gAGK Sy2daAK 02ffSO0ABE
as they are today. Instead of being refaill value chains they must be produded chains. Chains

that have a firm consumer focus Wwiproducer owned niche brands.

All over the globe there is a battle going on, regarding who controls the power over their respective
supply chais. The increase in consolidation and growth of multinational companies is happening at

an alarming rate. Coo#dation is synonymous with power; if one chain partner consolidates unless

it is matched by the others there is an automatic shift in power. Retailers have been leading the
charge on consolidation, yet it hastrimeen matched by New Zealantkat and wod producers and

the co-operatives they own. As more power has shifted to the retailers, it is no surprise they have
squeezed producers on price. In just four years, from 2R@8; Zealandarmer<khare of the UK

retail price of lamb shrunk 20%. Contrimgtothe 20071y Q& f 26Sad SOSNJ aKSSL
LINEFAG AY pn @SENRZI bmpInanT ¢2NBRS GKFy (GKS R

[

I.
NE

>

Capitalism dictates that whoever controls the power over the chain sets the price, keeping
everylody else on subsistence mamng- in order of consolidation. The huge efficiency gaiesv

10
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Zealandh KSSLJ ' yR 06SST FINNSNAR KIFI@FS YIRS aiyoS (KS f
not translated into greater long term profits. Instead these efficiency gains (at compavet |

have been passed on as cheaper products for the benefit of others further along the chain; no one

more so than the retailers. When you compare British lamb WNiv Zealandamb on the retail

shelf despite it retailing cut for cut at nearly the sarmprice, the farmgate prices are vastly different.

In 2007 British farmers received 45% of the retail price for lamb compared\sithZealand

farmers receiving only 20%. If British sheep farmers were as efficibNevaZealangbroducers
theywouldonfNSE OSA @GS | wm> YIFINBAY Ffazo . dzit GKS NBGFA
producer suppliers will go out of busineddew Zealangroducers have been very poor at

protecting and banking the extra margin they have created. This has been duakofvegmented

selling of meat and wool as an absolute commodit\Neyv Zealangompanies. This is not a value

judgement on these companies but rather symptomatic of the flaws in the system.

It is an absolute myth that lower costs of production are NéB | f I y R Qide ady@nagaSIa A
could be..but because we are weak sellers, we pass on rather than bank the margin all our
innovation and hard work has createdCould this be another definition of madness?

bSg 1S ImeakiydBsys at serioussk of a large emerging multinational red meat processor
entering theNew Zealangrocurement market. Due to the current infighting and fragmented
structure there is a power vacuum waiting to be filled. The question is will iNenaZealand
producerowned ceoperative that will fill it or some third party? One thing is guaranteed, power
@l OdzdzyQa 3ISG FAfE SR S@Syildzatteo

While the ceoperative model has its failings no one has come up with a better model to serve

producers interests through fair produptices. The mandate of private and public companies is to

make profits for their shareholders, not pay high prices to producersopécatives therefore set a
benchmark in prices that competing public and private companies must matehlthy

competition creates efficiencies, unhealthy competition destroys valueternal fighting at

procurement and then again in the market placetb$ 6 %S Iméak afidcRw@a companies is

unhealthy competition. The globe is a very big market place with more congpetitan required to

keep a consolidatethrmer-ownedco-operative efficient. Size ishsynonymous with inefficiency
Waka I NI GKS ¢2NX RQa o0A33Sad NBOFAESNI AAa GKS Y2ald
phenomenal low cost culture.

A weakress of the traditional coperative is its socialist system. The requirement to treat all

shareholders evenly makes it difficult¢connect producers with the consequences of their choices.

Until producers get rewarded significantly for adding value jpagialised severely for destroying it

LIN2E RdzOSNBE 62y Qi OKIy3aS GKSANI 0SKI @A 2 dzNIp ¢tKS &aes
efficiency, essentially a commaodity culture. This suits the cost efficient producers (Cost Efficiency),

odzi A (G R ®SRe gteehtwoQypes Sfkdisinesses. It fails to facilitate producers to innovate

new products (Product Leadership); and producers wanting to cater for the every whim and fancy of

the consumer (Customer Intimacy). In the market place there is roowlfthree, as consumers fall

into these three categories as well.

The traditional ceoperative needs to adapt its structure to assist the establishment of multiple value
chains. Each of these value chains would include a producer group @a#t efftiency, product
leadership or customer intimacy focus aplilosophy. They would tailor their production satisfya

11
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specific consumer group, with the same philosophy and subsequent buying behaviour. Their
differentiated production would be supported lilgeir own consumer brand. Each value chain
would be an independent silo, but with each connected with the same consolidategerative
there would be enough rigour and discipline to ensure @atinated rather than fragmented
approach in the market ptae.

There has been much talk in the New Zealand industry of spreading meat production evenly across
52 weeks of the year. While there are certainly opportunities to improve supply management, this
strategy is very dangerous as it is walking away from N&2S | £ Y RQa @SNE dzy Alj dzS L
being
The most efficient pasture based producers in the world, and an incredibly low carbon
footprint to our production.
The far smarter strategy is to instead leverage our points of difference and des@loper seasonal
supply arrangements with northern hemisphere producers. Through@adioated value chain
approach, markets can be supplied 52 weeks of the year with seasonal product, possessing a low
carbon footprint. The understandable desire for heampanies to spread their overheads across
52 weeks, rather than processing seasonal product is very much to do with component efficiency. It
Aay Qi O2YLX AYSy|-didnviave AB2 wediddiesticBracirénent $tratégp
would improve comonent efficiency at the expense of chain efficiency.

Most multinational food companies today pursue a strategy of global sourcing. A consolidated
farmer-ownedmeat-companythrough having an external rather than interfatuswould naturally
begin soucing product globally as Fonterra do€ghis would speed up the formation obunter
seasonalalue chains, where New Zealand producers work in tandem with Northern Hemisphere
producers.

The New Zealand primary industry is the most innovative in thedwvoriet when you examirmaany

of our innovations they fall into the category &:A NINJB & LJhg réasan beth@they increase the

costs of producing a product, but the premium attached to the innovation has a shelf life. The niche
products of today a& the commaodities of tomorrow. Retailers and others in the supply chain

frequently entice producers with a premium to differentiate their production. As producers take up

the premium by implementing new standards of quality assurance or animal welfareosts

associated with differentiating their product increase al&ecause they are ahead of the curiee t

innovators and early adopters always profit out of embracing these premiums. But as the early and

late majority follow suit, the once differeiated product becomes commoditisexhd the premium

vanishes While the innovators have moved onto the next slice of cheesagdt®f the industry is

left with the higher costs. As an industry we need to stop embracing these irresponsible

innovations. Instead the focus needs to be oesponsible innovationghat firstly: differentiate

productsand increaserice without increasing costs. Asdcondlyinnovations which decrease

O02a0a 6KAES YIAYGlIrAYyAy3 LINA OS @ ereis ldiddighuy dRdlzd G NB Qa 7
discipline as to which innovations are taken up. An attitude prevaiWaf¥ L R2y Qi R2 Al
gAtt Qo

As we are now well into th#’ A y F 2 NJY | thiede 2rg new B@s@vailable to exercise control over
the supply chairi K I (i LINB @A 2 dfdimiatioRsydReyhdie pSskiblydhé Miggest
opportunity and threat New Zealand meat and wool producers hav®ome of the most cutting

12



SUPPLY CHAIN RELNBKIPS AND VALUE [BHAESIGI January 1, 2004

edge supply chains on the globe, led by Dell computers, Toyota\afal etc, have infamation

systems at their core. Instead of relying solely on the very farkdiold-fashioned human

communication, in these chains communicationasy automated. And because these information
systems are so integral to the chains functionality theyzdn 6 S OA NOdzYy | gA 3l G SR®

2 KSy @&2dz t221 4G bSg %SItlyRQa YSIHd FyR g22f AYF
chain are conspicuous by their absence. Information systems spanning a chain communicate

knowledge relating to supply and demand, italk away second guessing between chain partners.

Information technology is a core tool when building demaihiden supply chains. By contrast New
%SEEFyYyRQaE SEAAGAYD & dzLILX -@rive®dt pradyciiorpusiBRiglt 8dwE Y dzOK L
retailers ae waking up to this incredible opportunity. In some cases they are already capturing
AYF2NXYIEOGA2Y 20SN) GKS adzlllX @ OKIFAYyS AyOfdzZRAYy 3 LINE
them control over the supply chain without using the costly vertigatiygrated model. New

%BSEEflyYyRQa AYONBRAOGES oAt AGE (2 Aeisfihghkse@e YSSRa
the opportunity first.

Research and development (R&D) and marketing must be at value chain level rather than industry
level. The current generic shotgun approach must stop. When you have a well constructed value
chain, with a product that has some natural points of difference, the next step is to accelerate that
chains performance. Just as nitrogen fertiliser accelerates thegeance of healthily growing

grass, so does focused R&D and marketing accelerate a healthy chains performance. Many of our
industries chains are not healthy due to their poor design. Just as a farmer does not apply nitrogen
to grass mid winter in a 150m rain storm, neither should we randomly allocate our R&D and
marketing spend without resolving the many chain leakages.

It is important to ensure the full benefits from R&D and marketing are captured not leached away.

The value chain tends to be vdonctional with few leakages. Producer groups in value chains are

0KS Ayy20FGA03S OftdzadSNER GKIFG gAff NIrAasS GKS ol N
Subsequently it is an ideal environment for R&D and marketing accelerators. It is importathethat

industry markets and champions a handful of high end consumer brands for a small percentage of its
production. This way the whole industry benefits, as most consumers subconsciously trade down to

lesser brands of a similar New Zealand product. ERehtiz3 K (G KS& OF yQid I FF2NR (|
to experience it. Icebreakés a great example; ftas lifted the perception of all merino clothing, not

just its own branded itemssubsequently all merino clothing has benefited

A commorhuman failing igo look at the past and expect the future to be the same. This is the

same as driving along in a car at 200km an hour, with 90% of your focus on theexganirror.

The principle hereisthab g K 0 S@S NJ & 2 dz FacOsiizg on 2hy pas idalyoN il & Q ®

keep getting the past. This resiew mirror effect is endemic in our red meat and wool industries,

with sweeping comments lik& G K & KFa Ff€t 06SSy {NWMSRindusry ®eNE | YR
need to have 90% of our focus on the windsm of the future, with 10% of our focus on the rear

view of the past. This way we can proactively anticipate the twists and cross roads of the future

GKAES y2i NBLSFIGAY3I GKS YAadr1Sa 2F KA&AG2NR O a 8
wool industries is thisif you hear yourself, or others say:(l KI & Kl & 06SSy GNASR 06S7T;
work.¢ Challenge this destructive rearew mirror mindset.
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It is time to stop judging our future by our pasfTheNew Zealandneat and wool industries have
tremendous opportunities in the 2% century marketplace through collectively leveraging our
LR2AYyda 2F RAFTFSNBYyOSo® [ SGQa YIS AG KIFLWLSYH
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1. Systems

The system determines the culture.

Whe system determineié cultureQ  dnly éatch cry as | headed around the glohe QY & dzZNB (1 K2 &
that hung around me enough got absolutely sick of hearingihidet me explain why | so

passionatdy live and breathe systemsf you understand tts and implement it in businegand in

all aspects of lifeyou can changeJS 2 Lifeldodir andherefore an organisatio® culture.

Leaders change system\hile they will rarely articulate it as | grtiney understand this intuitively

What sets a value chahperformance anduture apart from a traditional supply chain is the

system it operates underThischapteris absolutely foundational for the rest of my report as | will

be referring back to thiprinciplety S ' yR GAYS | 3L Ay ® {2 f %dde@a 3ISaG
of systems that we deal witAnd operate withirevery day Soft systems, hard systems and

information systems.

Soft systems

Soft systems can best lbescribed as processes, procedur@sa method of doing something.

When the government changesdhaw they are changing a soft system. When a CEO implements a
new incentive scheme for the staff or customers they are changing or creating a soft system. When |
send my dog uphe hill to muster off somesheep thatis a soft systemSoft systems genaly
requireinitiative, experienceandskill to master They also are limited to humans and animals as

they require intelligencand initiativeto implementor perform

Hard systems

These are mamade objectsuch asnfrastructure, tools, etc. Throidgut history mankind has
devoted a huge amount of energy teplacing soft systems with neand betterhard systems,
typically described as an invention or innovation. In essence what a hard system does is reduce our
reliance on soft systems by makingrtgsless labour intensive. Tasks becoeasierto perform
because they require less initiative, skill or experienitéakes away the reliancen initiative and

skill to confine the possible outcomes and condition behaviduor example thousands of s ago
(thank goodnesssome bright spark inventea hard system callethe wheel. Suddenly instead of
dragging or carrying thingsarts and wagons came on the scene, reducing the workload. A table
and chair is a hard system that replaced sitting omdhound or squattingA boat replaced the

need to swim Amotor replaced the need to row. A car replaced the horse. A fence reduced the
reliance on shepherdsonfining animals to a set area and conditioning their roaming behaviour

Every day mankihis inventing new ways of replacing soft systems with hard systems, and in many

cases rendering these old art forrftee soft systemspbsolete Most descrile this simply ashange

or progress InNew Zealanggriculture we are extremely good at thisrd systems stuff The old

No. 8 wire mentality sums up what a bunch of innovators we are with hard systems, especially

around pastoral farmingL ¢ 2dzf R 32 +Fa FINJ & G2 | NBdz2S GKIFdG bS
advantagds not our climate bubur systemspproach to pastoral farming. We invest in good
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infrastructure (hard systems) such as fencing and animal handling facilitireswe utilise those

hard systems with the best pastoral soft systems in the waddny countries in the world grow

moregraia UKIFY bSg %Sl yR Rffagtrictuie Knf procésdaystem@ 2 y Qi K I
to utilise it.

Information systems

Here is where we have some serious opportunities infagd & dzLJLX & OKI Aya +ta ¢S R2
well. An information system &l about transferring knowledge.e. information. Modern day
examples ofnformation systems include the internet, Google, an excel spreadsheet, a datdbase
and radio Computer hardware is a hard system but computer programmes or software are
information systems. We input data into them and in the blink of an eye the programme processes
that informationand gives us a result, based on the quality of the data put in. The ever increasing
speed of change in the world today can be attributed to the faat we have some very clever
information systemsvhich theinternet enables This information super highway means that ideas

or new innovations and research are picked up by people all over the globe incredibly ghamkly.

my Nuffield Scholarship ¢lied on the internet significantly, and compared witteceding Scholars

of just 10 years agmy contemporary Scholars anddthered and processed informatidaster

simply because of this amazing information systerawatdisposal.

Internationalbestsdlingl dzi K2 NJ ¢ K2YlFa [ ® CNASRYlIYI Ay KAA 022]
globalization in the early 2icentury writes:

"Never before in the history of the planet have so many peqme their own, had the

ability to find so much information about so any things and about so many other

people." Thegrowth of search engines tiemendous; for example take Googlehich

Friedman statess: "Now processing roughly one billion searches per day, up from 150

million just three years ago"

Asinformation sysems get more sophisticateithen ideas arecommunicated more rapidly. The

adoption of new innovationand responssto new market information igaster and fasteby the

day. Why? Because communicatiosdésmuch faster due to the amazing informatiostgyns we

have. All | can say is get used to this rate of change because it will get faster and4agter.

odzaAySaa (GKIG R2SayQid SYONIOS OKFy3aS gAff 0SS 203

How to change aculture

Right now you are possibly thinkingy L yestigg rhetoric James, but howanall this systemsstuff
have anything to do with changing a culturé? Here is how.Human nature isompletely geared
to finding the easiespption; mankind will alwaysvork thesystem to get the maximum benefit for
sel.

Here is asoft systemexample
1 While | was in the UK | visited a lotl#ef and sheeparmers who farm in a subsidised
industry. | saw firsthand how inefficient maaf/these farmers were productiewise. By a
New Zealand farming definition théyNBE f 2 dza& FF N¥YSNARX odzi GKS NBI
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fact they apply themselves incredibly well, farming to the system that they ar@uissidies
incentivise themto farm or behave in a certain wagadlyestablishinga culture of

dependency omgovernment, not production and marketing. The system has determined the
culture.

Compare this with New Zealand sheep and beef farmers who are much more innpgatihgction

and markeffocusedil KI'y 2dzNJ ! Y O2dzAaAyad ¢ K SsubBidisgdR TRES y G I £ |
system has created a culture #inovate and produce or go broeDespite all our chedbeating

about Kiwis being the best farmers in the woildrealityprofitwise 6 S I NBYy Qi ivahyl Ay 3 Ydz
more money, so why should our UKusins change? Where are the incentives in the system for

them to change theiculture?

You are probably getting my drift ngwo two morequickexamples to drive the point home:
1 The dinner table is a great place for farming families to sit down and cemewer a meal.
It is a cultural thing to do thisRemember a table archairs area hard system. Now if this
hard system was designed differently so that instead of one communal dinner table, instead
you had several individual tables and chairs &iinfg into the various corners of the room
over time a family would develop a new culture of not talking over dinriéis would lead
G2 F 6SF{SNI FlLYAf&@ dzyAdX &aRAYlidtedtivisea§l dzaS (G KS
conversation.

T 1 visited with a febw scholar Rob Ward in England, who implemented a system inhis
locally sourced retail food shop. His team of 14 sketffe all put on aprofit share scheme
A percentage of the weekly profit dstributed evenly regardless of seniority according to
how many hourgach individual worksThis is paid as a weekly bonus and can be g€
for an 18 year old girl. Theis a reatulture amongst staff of buyn to the business.
Nothing illustrates this better thaRriday evening. To know what th& weekly bonus is
w2 0 Q awillhang aFotinchalf an hourate purelyto find out what the stores turnover has
beenfor the week. This is one of many examples of how Rob has exercised leadership
rather than managementchangindK A & 0 dzbfisysBnis tb Oréate aculture where his
staff now havea vested interest in the stores performance. How many 18 year olds in big
supermarkets you shop at could tell youwould even carevhat their store turned over
last week?

Here isadefinition of leadersip versus managemenjust to add to the other 200 or so definitions
running around:
Leaders redesign the system to get an exponential resmidnagers work the system to try
and achiee the full patential the system allows.

w20 RARY QU y S&aResbuyteés toY¥rpidBenthis lyphsystem;he justredistributed
the budget he had allocated for wages in an innovative wey a leader hendersbod how to
redesign the systerto achievean exponential resulsimply through better leveragg his exsting
resouces.
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The supply chain is one big system

The supply chain i.e. productiorgeessing, transport, packaging, marketing and sellingea

%S I f meaRaQdifibre products can simply be described as one big syskemerally speaking

they arevery complex with multiple leakages. As you read on you will see how the system can be
simplified and those leakages plugged. The end result is what is termed a value chain.

The system must be the point of intervention to effect change

I have lost counof the times | have hearlew Zealandarmers and meat companies say that we

must change our behaviouSo often industry members havaken the moral high groungpointed

the finger and sk RiNis igireally bad behaviour and it is counterproductivévhile they are

generallyright, the problem with this approach @ften focused on the symptoms of the problem

rather than the causeToo often itis loaded with avalue judgement levelled at an organisation or

group of individualsvho are simply workinghe system as best they caRemember bhaviour is

just a symptom of the systenThe vast majority of farmemsnd meat companieR2 y Qi 32 2 dzi {2
counterproductive but instead operate within the systgimying to run a profitable businessThe

fastest way to change farmer and meat company behaviour is to change the system.

Before leavingNew Zealand had a perception thailew Zealandneat companies employed

marketers in their offshore offices. My naivety was quick$pelledas | started visitig many of

these folks.The UK in particular had importindfices filled with traders not marketers. Now

0STF2NB ¢S 332 lye TFAdNIKSNI LQY y20 YF{Ay3 | @I f dzS
traders, and these guys were working the system tothge best yield from it they couldAnd they

were very hospitable to médnelping me gain a deeper understanding of how their link in the chain

operated. The problem wathe system was structured in such a way that the five bigyest

ZealandVleat compnies were being played off against each other by the ever so ruthless UK

supermarkets These traders were all selling good quality commodity lamtthe problem with

commodity is the only point of difference is price. If one company has an overdupplgio they

move it? With commaodity price generally becomese lever or point of differentiation Now you

OFyQid YI1S I @FfdzS 2dzRISYSy il 2y GKSthésystad®NY | Ny S 3
Ffft26a AG FyR T N)YSNDbstfarikdgs wirting By & Gokels gateshanig L QY & dzN
order of fencing materighave shopped aroundVhen they find théest dea) a quick phone call to

their preferredrural suppliestoreis placed with aeiledrequestto match the cheapest price oisk

losingthe business.

Remember human nature means people will always work the system to get the maximum benefit
for themselves. Aere is nothing wrong with thatt is as natural as wind moving across the ocean.
Expecting farmers and meat companies to bahany differenty is likesailing straight into the wind

not going anywher¢hen demanding the sailing boat change its behaviour. Obviously no sailor does
this as it would be defyingature;instead they skilfully work with nature. The same goes far ou
supply chain relationshfyinstead of defying human nature rather work with it, harness it and
incentivise it to move in the right direction.
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John Absolonco-founder ofthe large sheep genetics compaRissington Breedlin@nce shared
with metheir philosophy when designing contracts for farmers
dThe key is to pt the right incentives in the right place® get the right kind of behaviour

When we look at many of our traditional commodity supply chains too often the incentives are in
the wrongplaces and create the wrong kind of behaviour. People always work the system to get the
maximum benefit for themselves, when a group behave collectively the same way for long enough
then you get a culture. Therefore the point of intervention must alwag/she system. This is why

we needleadersto move theNew Zealand\gricultural hdustry forward, nomanagers

So in summary there are three kinds of systepi$ard, soft and information system$Vhenever
you replace a soft system withgwodhard sytem, you will always create efficiencies by reducing
the requirement for skilled labowand initiative Intuitively leaders understand that the point of
intervention in changing behaviour and a culture is always the system.

2. Supply Chain vs. Vake Chain 7
What is the Difference?

Thereis a lot of misunderstanding around what a true value chain is compared with a traditional
supply chain.So kear with me as | quicklyuote you some dry definitionto clear up any confusion.

Bupply chaifincludes every company that comes into contact with a particular product. For
example, the supply chain for most products will encompass all the companies manufacturing parts
for the product, assembling it, delivering it and selling it. In conttastalue chan is a concept
from business management that was first described and popularized by Michael Porter in his 1985
bestseller,Competitive Advantage: Creating and Sustaining Superior Performance
G! GFtdzS OKIFAYy A& I OKI A aladivitiesiithe@Hait in S & @
order and at each activity the product gains some value. The chain of activities gives the
LINP RdzOGa Y2NB FRRSR @l tdzS (KIFIy GKS adzy 27

1985 was a fair old while ago andntemporary thinking ad therefore theuse of the term¥alue
chainChascome a long way since Porter first introduced the concéur now the termBupply
chainCls the generic terminto which a¥alue chairfalls. Therefore a value chain is a type of supply
chainand nog, including myselfwould argue thatompared to the traditional supply chaiinis a
superior concept. Typically if a food producer is part of a value chain they generally have their
production tailored to a set group of consumelsmands Informationflows a lot better and

instead of using a spot market they have joetermined exactly who they are selling their product
to. This is in stark contrast to how commaodity producers behaveditional supply chains
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)y 060 EOOO 1 EEA A 1 AOOEACA

The study oBupply chain relationships is very akin to any study of human relationships. This is

because companies are run by humans. At the core of any organisation that happens to be a chain
partner, there is a human making the decisions. In fact you coulddaseribe a long term

relationship between two chain partners as a type of marriage. The added factor however is there

are a set of commercial aspects that can complicate the relationship. Many of the principles

applicable to building and maintaining atg marriage are equally applicable to building and

maintaining strong chain relationships. Just as a strong marriage is built on honesty, integrity, trust,

good transparent communication and shared power so is a strong chain. The reverse is also so.

Think of a dysfunctional marriage you have observed. One of the first cracks to appear is generally

poor communication, this in turn sets off a chain reaction of second guessing, mistrust and

ultimately individualism i.e. separation. Sounds a bithles %S | fedl nfeRt@rid wool
AYRAZZGNRSas R2SayQi AGo ¢NI yaLIl NByd O2YYdzyA OF (A
NBflGA2yaKALA TFTdzyOGA2ylf YR AGNRYy3IOD Li ySSRa
every step.

Breakthrough in  my studies

INMay2008L ¢l & G2 0SS F2dzyR K2f SR dzLJslrfingthe ngNiA Sy RQa& LJ
Googlel stumbled across a chap called Martin Gooch of the George Morris Car@@nadian

agricultural think tank Martin headed up abranch¥ G KS DS2NHS a2 NNR A& / Sy i NE
I KAy alyl3aSySyid / Sy i NBwWhatddawi d khe deylookdz8allyLIK = h y (i | NX
promising, sdlying the Nuffield flad gave Martin a call, and two days later | was winging my way

across to Toronto toneet him.

Meeting Martinl describe asne of the pivotal moments in my studieblis role with the Value

Chain Management Centre was to help develop value chains for Canadian agriculture. He held a

Masters in Value Chain Management atdhe timewasworking on his PhDTill this point | had

conducted a lot of interesting visits but felt like | wast scratching the surfacdwas wanting to

RNAft RSSLISNE o0dzi ol ayQi &adz2NBE K24 d LY KAYR &A3K
knowledge, vhichMartin was about tchelp metie together.

Over brunch Martin shared with me some great diagrams on the difference betwgaditonal
supply chain compared with a Collaborative Value Cha@lowis the first of thetwo diagramsp LQ@S
adapted ita little to give some context.

Complex Commaodity Supply Chain

Secondary

Processor
and
exporter

Processor
&/or
category
manager

Retailer

SourceAdapted fromRay Collins, University of Queensland

Figure 1
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There are many variations of this but abd¥égure 1)s afairly typicalcommoditysupply chain for

New Zealandamband beef. Each of the circles i&key chain partner, and where each of the circles

overlap there is sharing of information and a relationshijis sharing of information is an

AYLRNIFY(Od LRAY(IGD 6KAOK LQff O2YS tdehdhhofiadyr odzi F2 N
relationship is reliant on good communication i.e. information sharWhat | define as &eychain

partner is they take ownership of the product or more importantly own the information relating to

that product, hence why agentare ircluded as chain partnerbut service providers like a livestock

0 NHzO1 Ay 3 O 2Sfictly shéakirtg NdBviceiioviders are still part of the supply chain, but for

the sake of simplicity we will limgartnersto those owning the product or the infmation.

Just to explain the distinction a little furthey'a | 3 Bugines3 @nodel is about securing the

products information and selling it in exchange for a commission. They establish and maintain the
relationships with the buyers and the selleasting as the conduit. In many ways the same can be
said for the importer and the category manag€&he strength of an agent is they dmeusedon

building relationsips and subsequently are the go person if you want to move a product his
meansproducers can stick to their knitting of produciagd let the agent sit on the phone till 10pm
most nights maintaining multiple relationship$his works well with our tradition@lommodityspot
market system.The weakness of this model howe\vgthat, in most casesagents keep the buyer
F'yR &St t SNJ Thisimitstide gbiity fors hfegdekasd finisher too-innovat, i.e. create
synergies through alignirteir operations In essencagentslengthen the chain and commoditise

the product. ltis safe to say that the longer the chain the more of a commodiigdbmes This
AayQid + @FftdzS 2dzRISYSYy G 2y 3ASyGasx odzi NI GKSNJI |y

Category Management

LQ@S Gt 1SR I 0AG Fo2dzi OF 0S32NEP YIHYSHIRY RNR £ NE
in understandngthe role and power of a category managdroo oftenNew Zealangroducers

overlook this important componerids theycomment on thesupply chain¢ KS G SNY &/ I §S32 N
al ylF3SNE ol aAolffe \gslhy éategoriod alzLdtaeygemially & tailgrl y |

i.e. lamb is a categorfish is a category, dairyoys flowersand so on Essentiallyetailers and

food service companiedike any business, desire to keep things simple when it comes to stgpli

Developing and maintaining relationships costs time and money. So kébpingmber of

suppliers and therefore relationships a minimumis one of their core strategies.

Typicallya retailerlikesto have twocompetingcategory managergho sipply around80% of the
category with a few smaller players nibbling at the edges. These smaller players might be providing
something new or nicher elseare kept there by the retailer as an insurance palidyst h case

one of the two main supplieralfisfoul of the retailer For exampleif a category manager and the
retailer dsagreeover pricethe retailer has the insurance policy @smaller category manager

waiting in the wings In no time at all, the smaller category managerckly findthemselves with a

f dzONF GA @S 2T F &nhspekdypomaddionyd PrémiuddSupplisr & the expense of their
predecessor.

Ly GKS 162@3S aOSyIFINA2 o6SAy3a I OFGdS3IA2NE YIFylF3ISNIF
cases they do play a sudsient role to the retailer. But the category manager does wear a different
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hat when it comes to dealings witheir suppliers. From their suppli€izerspective hey are the
gateway to the retail shelhence they have the ability to extract a margirt of their suppliers
purely through controlling the relationship with the retailer.

Often the category manager has a production, processing or distribution component to their
business as welbo they do add value to the produdimportantly howeverthey sit in a stronger
position than those back along the chairhall a greawisit with ablokein England whose family
businesgurned over £20 million. The busine®sned several organic dairy farms as well as a
organiccheese factory.The businesalso acted as the category manager for organic dairy products
to one of the main UK supermarket&Vhen | asked him:

Gl 2¢g AYLERNIIFYyd Aa OF GS32 N&HisYdplywabobiglyi 2 @& 2 dzl
ARG £ ¢

Ly KAa OFasS KS RAReyiry ifahagess twinriy Sddn O W aIStronk y°
position. BitL QY adzNB AT (GKS OF(iS3I2NE O2yiGAydzSa (2 3INRg
of price risk management, will ensuaecompeting category manag@insthe party.

With the excepion of Silver Fern Farrls . NRB 2 { & frdz&n pboebking plftthedoulk of

New Zealandamb flowing into the UKegs further processed byon New Zealandwnedsecondary
processors, many who aategory manage as well Theyprocess themported primal cuts of

lamb into retail readyDdzia 6 SF2NB o6SAy3 LI O1F3ISR YR 2yiG2 (GKS
companieshave a primary processing component where they slaughter and process domestic lamb
as well. If we flit across taNorth America thdargelyNew ZealanewnedNZ Lamb Company is in a
stronger position than its UK importing counterparts as it acthagategory manageior a lot of

New ZealanéndAustralianlamb. If we look atFonterrg interestinglythey have very aggressively
pursual the category management strategy globalljhey araow the biggest exporter afilk
powderfrom the USAmanaging theexporting requirements for the giant dairy -operative
groupingDairy America.

It is important to point out that the principle of tagory management flows right through the supply
chain. The retailer is the category manager for the consunou could call Blew Zealandneat
company the category manager ftamb and beef finishers. A stock agent acts as the category
manager for a bst of hill country breeding farmersho sell store stock

Supply chain one -night -stands

l dzOGA2ya FSFGdzNE ljdzA S adNRy3Ite Ay OGNFRAGAZ2YITE C
marriage analogy mentioned earlier to incorporate them. Whiletiams provide a transparent

means of gauging supply and demaniherefore price. They also commoditise a product.
LYOSyiA@Sa F2N) LINPRAZOSNE (2 RAFTFSNBYGAFGS GKSANI
communication with the next chain partner istrfacilitated. If a long term relationship between

chain partners is like a marriage, built on communication and trust; then an auction is like a public

forum for one night stands between buyers and sellers.
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Because an auctidkeeps everyone guessingtil the hammer fallswho will be the buyer of a

product, prior communication between chain partners, i.e. buyer and seller, is basicalgxisiant.

2 KFEGQa Y2NB (KS OKlFyO0Sa 27T thalfexduction startzihg guésdidy | NB ¢
game afresh as competing buyer might offer more monepecause these relationships are usually

one offs with no commitment to repeat business, they are equivalentdoanight-standbetween

chain partners. These temporal relationships have no foundated mutual trust, and good

transparent communicationinstead of creating a communication bridge, an auction creates a
communicationvoid¢ KS aStft SNJ KFa y2 (1y2¢fSR3IAS 2F gK2 GKS
tailor their production to the specificeeds of this next member in the chaiBecause of this poor
communication, potential value is destroyed rather than creat¢dK S W{ dzy R & y A 3IKG | dzC
farmers ring around meat companies, is a less public version of the same thing.

When does it stop being a commodity?

At some point along thabovesupply chainowards the consumea product makes the transition

FNRY o0SAy3a | oFard O2YY2RAG& G2 I yAOKS LINERdAzO d
difference other than price over other prodts in the same categoryAlsathe shorter in supply it is

the more niche it becomes

In many cases meatases to become a commodishen it has aonsumer brand or a

supermarkef) grivate label brandglapped on it.For example McDonalds buy a beefranodity in

the form ofmanufacturing beef They then cook it ugs a hamburger itheir fast food restaurants,

slap a McDonalds wrapper on it and it becomes a niche produig.important to make the
RAAGAYOGAZ2Y KSNBE o0SGoSSY I FRYFNIWNO £0 MIKKROK TAR] HO& 1 §
supermarket private label brandsdzOK | & & ¢ AN 0 2b/%a dEYISWI &6 NI yRa f A1 S
beef2 NJ & ! G { $layhh, bathhigh©pfoducts. Now obviously there are degreesarhmodity

andniche Qnecouldd G NRy 3f & | NHdz2S GKFdG | fr8d@ondtBstila Yo A (K
commodityand they would be righthe point isii K I dessiofia@@mmodity and commands more

of a premium than a basic old unbranded leggQY & dzNBE @&2dz 3Sd Y& RNATFO O

In October 2008 | came across a generically branded product that was niche rather than a
commodity. | was flown up as the keynote speaker for the Canadian Sheep Federaiv and
while there | was asked to speak tbambValue Chain Workshopeven thoughtiis branded
genericallyCanadian lamb iafantasticexample of a niche product becausésishort on supply.
Canadians are very patriotic and will pay much more for Canadian lamb than imported, but their
R2YSaldAO &akKSS ndeetiheRdhszd&idiEandCduhsepiiently the average Canadian
lamb at the farm gate fetches the producer a handy CAD$E8Dead(NZ$228 at a $30 exchange
rate for a 22.7kgciamb). My message to them wdse careful of increasing supply to a point
where they commoditie their product.

Component efficiency versus chain efficiency
b2g LQ@S G 1Sy | 0AFgre 1 dPomddeiudgl chanAU@GSwicichad y R O f
is the other word that springs to mind.h& reason | use the worl O 2 Y Li#th&tkeach of the

23



SUPPLY CHAIN RELNBKIPS AND VALUE [BHAESIGI January 1, 2004

chain partners is a separate component operating largely in isolation from the rest of theatithin
the chain is very long

Generally speaking, within our supply chains each chain partner, component or link in the chain is
very efficient at vnat they do. New Zealandneat and wool producers are the envy of the rest of the
world in terms of consistent quality, scale and efficiency and the same can be said for our lamb
processing sectoour strong wool brokers andur wool exporters; the slim argins on offer have
made it a matter of survivalBy comparison with other countri€supply chainseachNew Zealand
component or chain partner is individually very efficieBvenNew Zealandmporters of lamb into

the UKare very efficientraders as | alluded to irSection 1drivingtheir component very efficiently.
Over the decadethe vast majority obur R&D has beefocusedon individual component efficiency
which is partly whyNew Zealanghroducers have successfully chased more and moreyutozh.
{FrRft& ¢S KI@SyQi olyl1SR GKS&aS AyONBlIaSR STTAOASYy
passed them on in the form of cheaper products due to our fragmented rather than consolidated
nature, but more on that topic later.

At a short erm tactical level each chain partner is doing a splendid joktogetften when you take
a whole chain strategic viemany ofthe chainpartners arevery tactically performing the wrong
strategy. Component efficiency should always come secondary to effaiency, but of course in
these long chainthis is nigh on impossible to achieve, particuldfrtyo entity with enoughpower
takesa strategic view of the whole chaiforcing everybody else to dance to their tune

A great example othis continuatrade off between component efficiency and chain efficiendhés

processing component iour meat supplyhairs. Now we all know that there is a lot of capital tied

up in processing infrastructure. Of course with that capital investment comes adetdieads.

Running a plant at capacity for nearly 52 weeks of the wéddr low inventoriesvould be a

processofd dream scenari@s they get to spread their overheads across the maximum amount of

animals slaughtered. This has a large bearing on piggels tgproducersto supply product out of

season.. dzi G KS&S 2dzi 2F aSrazy |FyAYlfa | NSyQd Ffgl @

A veryblatant example of thigvith lambwas h 2005whenmany farmers including myself chased

the late winterandearly springpremiums on offer foheavylambs. Subsequentlyuckloads of out

of-season lambs werearried through andkilled at quite heavy weights.Tactically hiswas great for

extending the season argpreading theprocessingverheads but poor strategically It resulted in a

real struggleo move these very heavy lamb cuthie toconsumer resistancelL & g+ ay Qi g K1
consumer wanted. Now this is a pretty simplistic debrief on that scenario but essentially what

happened was component efficiency comprgeil chain efficiencyThe processors took a tactical

view rather than a strategic viewl hey were to far removed from the consumeamnd therefore had
insufficient consumeinformation andunderstanding to put strategy before tactics.

What we have neglted in our blinkered pursuit of more and more production and component

efficiency ischain efficiency. While theW LJF NIi &  2nfightiiake SvellandzNtiGallythe lack of
synergies mean th&#/ & dzy 2 F ididiéiBal LI NJi & Q
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So in summary &re are a éw of the problems with this chain:

1. There is little if no financial incentive tmllaborate

2. The system is all about buying low and selling high, so there is a disincentive for transparent
information sharing- it undermines any ability to negotiate pftay the market.

3. Innovationis focused at individual component level, not at a whole chain lgedled ce
innovation), as this requires transparent information sharinthis further entrenches a
commodity mindset rather than a value added approach.

4. The chain is longvith multiple chain partners all taking turns at owning the product, taking a
margin and controlling the information. Each foesen their individual component
efficiency rather than whole chagrefficiency. Chinese whispers is rife ihig chain

5. Thechai®& & & Built Snifternal competitionwith each chain partner profiteeringfo
each otherby attempting to buy low and sell highThis spot market model further
entrenchesa culture of mistrust and poor communicatioleavingdittle energy to compete
externally against other chains.

6. And lastly there is no way witha@mplex ordysfunctional structure like this that the chain
can be totallyconsumer focused The chain structut@nits the producers to being bunch
of commodityproducers responding to a raft of namonsumer price signals, trying to find a
home fortheir product.

Collaborative Value Chain

Retailer

W,

Producer
group

Processor

SourceAdapted fromRay Collins, University of Queensland

Figure 2

Coming back to brunch in the cafe with Martin Godble, second diagram he shared with me was

the three circles abovgFigure 2)Compared with thel€omplexCommoditySupply Chaifthe
aboveollaborative Value Chafs a vastly superior concept.he key thing here is that it has only

three key chairpartners greatlyreducingthe complexity Ad each of these chain partners looks at

the same information. See how the three circles all overlap in the centre. This signifies transparent
information sharing between all partners, including costs of prodmcgeneticsmargins, inventory
management, consumer preferencesc. One other pointto make ihatA i R2 Say Qi KI @S
three partners listedabove You could substitute the retailer with a restaurant chaime processor

with an importer andso on The other chain partners that we saw in the complex commodity supply
chain(FHgure 1) still exist, and they still perform a very important function, but they have been
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relegated to service providers. No longer do they take ownprghthe productor information.
Instead ofextracting a margin througtrading the producbor information, they are paid a service
fee.

Here are some of the importantspects of the Collaborative Value Chain:

1. Collaborative- each chain partner is rewarded equitalfty their contribution. The system
is such that they are incentivised to grow the collective pie rather than compete for their
individual slice of it. This might by way of a joint venture, profit sharing, or at the least
long term contract.

2. Information sharingg each chain partner shares information openly with the other chain
LI NIySNBRSZ 0SOldzaS GKA& INRga GKS O2ftt SOGAGS |
chain partner for withholding information from others. Instead the financial incestlie in
sharing information up and down the chain.

3. Innovative ¢ information sharing leads to emnovation i.e.rather than working in isolation
to each other, chain partners work together to develop new products or collectively solve
product or logisttal problems, etcA value chain will always cirinovate a traditional
commaoditysupply chain.

4. Ashortchaingtoachieveli KS L2 Ayida F020S GKS OKFAYy OFyQi
relationships with multiple parties. Ideally a value chainutidhave no more than three
partners or points of ownership. Everybody else should be relegated to service providers
K2 R2Yy QG (1 1S 26ySNBKALI 2F (GKS LINRRdzOG 2 NJ O
interests in a long chain, you can never ackigansparent information sharing or avoid
Chinese whispers.

5. Competes externally not internallg the value chain is a closed circuit and everyone is on
the same team. Competition is seen as healthy but only against other chains. Internal
competionh & 6 SSy NHz SR 2dzi 2F (GKS OKFAyQa RSaAdy
profiteer off each otherby screwing each other downon price. K S&@ R2y Qi KI @S |
commodity trading mindset where profits come from buying low and selling high.

6. Totally consumerdcused| y Remastdrivency; all about market pull, not product push.
Transparent information sharing up and down the chain means producers and processors
can react in real time, matching their production and processing to consumer behaviour and
demands They alsaun on lower inventoriesInstead of producing a generic commodity
the value chain is delivering a niche product to a-getermined group of consumers, in a
very efficient manner.

But the value chain approach OOEIT I EOI 60 OEA AT OxAOA

With my dovious bias aa producerthe ultimate Key Performance IndicatékPlas towhether the

valuechain approach is worth embracing is thasitstainablyifts farmergprofits. One of the

benefits of a Nuffield Scholarshipitslength. Eing on the roador nearly half a year gives you

plenty of time for your thinking to mature. When Martin shared these diagrams with me | thought

LOR FT2dzyR GKS | 2f & DNJI A f hehdidine®d 2 A1z RA 2yzYRSZENE S KSS y
F2dzy R ( K SThank/ghaal® N ¢ L myRHinRing &tifl had a lot more maturing to ddt.
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gl ayQi dzyGAft L 3 andsadi f2sthani Bw tetdil opeyaRthat dzdLRI pdfthe
great gems of wisdom gleaned from Matrtin into context.

As enthusiastic as | am about thalue chain approach, there some good case studies showing
being part of a value chain is not the silver bullet we are all lookingFrducers still need to be
very careful to protect their marginTheAustralian Farm Institut@AFl) commissionegksearcler

aA OKI St tohmaweSi@fiestiows2 FFNY¥YSNE 3ISG OrWwhezS FNRY g f d
RA&OdzaaAy3d (GKS FAYRAy3IaA ' CLQA 9ESOdziA GBS 5ANBOG2N
G2 KFEG Aa 200A2dza A& GKIFIG Ay OFaSa oKSAB T Ny

value from such marketing arrangements, this has occurred because the farmers have
developed unique skills and capabilities that cannot easily be copied by others, including

20KSNJ 2NBI yATIFGA2ya Ay@d2t SR Ay GKS @I f dzS OKI

If I was to put on my futust hat | would predicthat in ten years time the value chain approach will

be as common place as the traditional commodity supply chains aredwday L G 62y QG 06 S
described it above but it will be a lot closer to the collaborative model @wegbwith the old

traditional commodity supply chagn The value chain approach is very efficient and it is where
potentially the greatesefficiencies lie in the fight against increasing costs, food security fears,
throughrunninglower inventoriesand bwer wastage of non speproduction. So naturally it is how
companies will innovatand change out of necessity.

There will however bene key ingredienmissing, and that is the idealistic notion | have painted of
all three chain partners sharing tipée equitably Even trying to get just three chain partners
together with the same set of values and philosophiew/fsle achievablea rareand impressive
effort. Particularly if one of them is a retailer used to being the supply chain leader wi¢fain
most power and taking the greatest margitnless mankind miraculously goes through a much
needed transformation regarding how sekntred we are, the majority of value chains of the future
will still have one dominant chain partner who takes m@quitable slice of the pisimply because
they can Sothe wisest approackor we producersis to pursue the collaborative value chain model
with all speed but ensurewe are big enough with enougtollectivemarket powerso webank the
increased efficiacieswe create rathethan passing them on as cheaper produtiugh weak
seling.L ¥ ¢ S theRoRlypdbducers to make more money out of being in a value aliélive the
innovators andearly adopters Once value chairisecome common place anygmium will have

long since disappeared.

The guestion looking forward ¥gho will bank the increased efficiencies from the value chain
approach?Or probably the more direct question is who will be the mostsmidated in our supply

chains of the future,lerefore the ones who wield the power. One key thingiB ¢ %Sletl I Yy RQa
meat and wooLIJNR R di¥&uNsthat unlike many pork and poultry producers of the wontio

are contract breeders and finishellectively we control supply ar@bntrol our genetics. And

producers already have a fair degree of ownership througbpmeratives. So we are starting from a
stronger base.
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3. Who Controls the Power In the
Supply Chain?

We currently live in a capitalist world, and if you want to do well you neashderstand the rules of
capitalism and play by them. One of those ruleghis more consolidated you are the more power
you haveover the supply chainConsolidation is synonymous with powe¥odern communications
and technologyhave made scale anawsolidation far easier to achiexnd manage. Milti-national
companiesare far morecommonplace today compared witthe middle of last century Right now
all over the globe there are numerous battles raging over who controls the power in various supply
chains. Whoever controlghe power over the chairsthe supply chain leadeandwears thecrown
of being the price maker. They get to extract the biggest margin and call the tune for the rest of the
chain. No one would arguagainst the factetailershave led the charge on consolidatidheyare
(with the occasional exceptigithe price makers over their respective supply chaiBgen back in
2001,this trend was plainly obviousResearcheiGlen Thompsonf Global LinkageBty Ltd
described it thisvay:
G¢KS LIRoSNIAA Y2@Ay3a G2 fINHSNI NBGIFIATSNE SAG
retailers. There is a move froipcal to regional to national anchational to global. The
retailers are commencing global promotions. The leading retailere bowering their prices
odzi FG GKS alFryYS GAYS AYyONBFAAY3I LINRPTFAGEDE
Glen goes on to sagiThe move of the retailers to consolidate and globalise is led by a
change in the internationaknvironment. The forces for change are low growth, saturated
markets derregulation, new technology and logistics. The result is consolidation and the
AYLIX AOFGA2ya INB | aKATG Ay LRoSNE AYyONBI as |
BuildingPartnerships andilliances innternationalFood andAgribusines® (eport @ommissioned by
Rural Industries Research and Development Corporation, Australia.

wSiGiFAf O2yaz2ftARFGA2Y KIFI& AYyONBIASR Yl aargSte &aAy
these aggressive companieshey have played the capitalism gamellystrategically seizing the
opportunities afforded by a deregulated free market environment.

{AyOS 46S INB 2y (GKA&a adzoa2SOd 2yS OFyQd 32 LI ad |
world. If you want to know what the next food retail tré is, chances are UK food retailers are

hatching it or at the very least amongst the early adopters. UK food retail is currently dominated by

four big supermarkets. According to TNS Worldpanel data, at August 2008 market share was broken
downwithTesco M ®c’2 2 | { 5! M7 T {FAYaod2NEQa Mpodd: | YR a:z
multibillion dollar companies. Tesco for example in February 2008 posted a turnover of NZ$123

billion and a pre tax profit of NZ$7.3 billion (38.5p exchange rate). Compareitthisew Zealand
agriculture@turnover of NZ$17 billion in 2007 and you get an appreciation of just how big and

powerful Tesco is and by comparistgicompetitors.

In Australia food retail is very much a duopoly, controlled by Coles and Woolworthsalidas
owned Woolworths in turn own ProgressiveNiew Zealands K2 32 KSIR (2 KSFR gAd
54% market share. Like Australew Zealands very much controlled by a food retail duopoly.
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Just forthe record, with all my commentary on supermé&rki & = L QY y 20 2dzYLWAy3a 2y
oFyRgl 32y 2F adzLISNXYINJ SO o6 aKAy3ao ¢tKSe KI @S 0S¢
rest of us have been very slow. The free market is a very competitive and cut throat place where

only the strongest surve.

Low Costs of Production -. A x : A ACofpetitiGeOAdvantage - the Myth
Visiting with a lot of producers as | travelled around, one topic tlaateup regularly was a
comparison of farmgate product prices. What was blatantly obvious was thepaogedifferential
betweenNew Zealandamb and beef compared with domestic production of the same pradurct
truth, especially witHamb,New Zealandaw product was superior to what | saw overseas in terms
of sheer numbers of uniform and consistent@a@sses.Of course that could be written off as a
parochial comment and the fastest way to pick a fight with a Welsh sheep farmdeli L Qf £ aidl Yy R
my comment after seeing the multitude of breeds and small varied lines slaughtered in Northern
Hemisphereglants. While in some countrieSlew Zealandamb sells cheaper on the retail shelf than
domestically produced lamb, in the 3Kt for cutour price was on a par with Britigtroduct, gart
from morepromotions onNew Zealandamb.

It is no secret thatetailers make a much higher margin Niew Zealandamb than they do on
domestically sourced productSubsequently, whe&ver | went, one of the questions | loved asking
of importers and retailers was:
a 2 K éNewk Zealandamb so much cheapép buy whdesalethan domestically produced
f I Y destandard answer | received both in the USA and UKdve8:6 %S lcdsis Yy RQ &
2F LINRPRdAzOGAZ2Y | NB f 26 SNWE

LYAGAFffe L GK2dAKG L Ydzald 6S YAaaAiry3d az2YSGKAy3ad
of producing the same product at a cheaper price that shouldobeur benefit not the retailer®

But no, it appears not. What it shows is that we are absolute price takettsis capitalist world we

do business irthe supply chain leaders will only payetbare minimum; only enough to keep their

suppliers orsubsistencanargirs so they continue to produce and supply product. While we might

envy our North American and UK cousins for the attractive prices they retleaieless efficient
systemgtherefore much higher costs of productipmean they need the higher prices to have the

same profitability as uslt is an absolute myth that lower costs of production ar& g %St f I Y RQA
competitive advantage. It could be...but because we araveak sellerswe pass on rather than

bank the margirall our innovation and hard work haseated. Could this be another definition of
madness?

Producer Boards and the power vacuum they have left

As a quick history lesspwhen you go back a few yedigw Zealandike other western countries
hada much more regulated economy. @owment checks and balances ligtdtthe ability ofany

one company to gain a near monopoRroducers were much more protected back then and one
could safely argue lot less efficienand consumer focusedProducer Boards were the statutory
bodies established to prote@roducerginterests and were a significant market force in the various
supply chains Theirsheer scale anth some casesonopolistic control of supplglictated so
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Fascinatinglyas these boards were deregulated and we moved to more of a free mdhiet

created gpowervacuum2 KAt S L OSNI I Ayt e g¢g2dZ RyQid | R@20FGS |
Minimum Pricing scheme paid to farmers by the Meat Producers Board: #rersome interesting

lessons to be pulled out of the history bookEhe principle here is that there alwatgnds to beone

dominant playercontrolling the power over the supply chairf they are removed then another

entity will rise to fill that powe vacuum. You see this throughout histosg onepolitical or military

empire crumbles another rises to fill its place

As the Meat Producer Board lost its position of power we have seen an ongoing scrap amongst meat
companies to become the dominankgyer. While civil war raged in tidew Zealananeat industry,

retailers in our offshore markets steaddgnsolidatedgaining more power over the suppijain

BecausdNew ZealananS I & O2 YLI yASa RARY QiU YI i OKinciesgeda o6& O2y
their marginon lamb atexpense oNew Zealandarmers Meat and Woob S ¢ %S IE¢ohogiiR Q &
Servicadata shows 20071 y &@rage sheep and beef farm prdiit a 50 year low of $19,400This

is symptomatic of how much margin has been l108f courg a drought exchange rateand rising

costs have helped us achieve this dismal figure oot of thebiggest culprisis lamb. We produce

and export a far superior product to the littl’kg¥ N2 T Sy O NOI & & S &etddpiteLILISR Ay
massive prductivity and efficiency gains over the last 20 years, and a huge ambertra added

value to lamb, we are making less money #melmargin at retail returned to the farmer has shrunk

NZ Farm Gate Price as % of UK Retail Price
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UK 24% of NZ lamb exports

Source: Meat & Wool New Zealand Ltd Economic Service
TNS

Figure 3

TNS data supplied by Meat and WboS ¢ % S IEdaloryidRRraticgn Figure 3(above, shows
how injust four yearsNew Zealandarmer<xshare of the UK retail price of lamb shrunk 20%
starting at25%of the retail pricein December 2008 shrankto 20% in December 200°And just in
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case you wergvondering, the trade weighted exchange rate for lamb was relatively constaet
that sameperiod.

'Y NBGFAfSNE R2yQiGO0268§AtiES G8SENRPYS @Sy alSSI
LINE RdzZOSNE & ¢Sttt o v dzI f AahéLivasttk CommBgoidta iy R | Yy R N
Figure 4(below), shows the sametrend Y CIF N¥YSNRQ &aKIFINB 2F (GKS LAS RN

over the same period as the above graph.

UK Lamb as a % of UK Retail Price
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Figure 4

The data also supportsy earlier argument, regardingorthern Hemiphere producers needing the

higher prices just to stay in businessN#w Zealangroducers received 45% of the retail price we

g2dZ R GKAY]l 6S KIFIR RASR |IyR 32 WévzZéaandKNE RIEYINE @ y 3
share of retail pricesonthe 6 2 @S I NJ LK @ ¢KS LISNOSydGr3asS FTA3adNBa

In a 2007 public relationsdflet titled Why Beef and Sheep Farming Matt@B G+ Ay Qa bl GA 2y
Farmers Uniostated:
a ¢Priead to farmers for beef cattle and lambs need to rise. Taatvbxtent that knockson
into an increase in retail prices will depend on whether supermarkets especially are
prepared to accept slightly smaller profit margins in order to allow tpeoducer to earn a
sustainable pric® ¢

Asimilarpricetrend hasalso ocurredin the USA. US Senate Agricultural Committee data shows

that in the 16 year period to 2000, the inflation adjusted price of US food rose 2.8% but prices at the
farm gate fell by 35.7%. Many would point to the green revolution and rightly say pecslbave

flooded the world with cheap food, yet consolidation at retail has also played a massive part in this
equation.
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When looking at the power vacuum principleNew Zealanégain it is interesting to stop and look

at our dairy farming neighboursThey transitioned much more seamless$tpm the deregulation of

the Dairy Board tdhe superior commercidy drivenpowerbaseof Fonterra In large part this can be

explained by the principle discussedSaction 1d ¢ KS ae&adSyY RS{GST™rAugu®@a GKS (
amongst dairy farmers is much more collaborative than can be said for sheep and beef farmers

Why? Because the system they operate under is very differéinstly they produce a highly

perishable product, starmersO | y Qi Y dzO 1 ng bnBpdryhRrket.Disteaithey sell milk

on acontracked basisand they get on and produce the product. Unlike sheep and beef farmers their

f AGSEtAK22Ra IINB y2i RSLISYyRIyld 2y O02YLISUAYy3I sA0GK
culture of iRA @A Rdz f AaY ® /I NBFGAy3a C2y (S NBZeaddahdayyQli O2 dzy
farmers;in fact it made a lot of senseAs | write thisthe dairy payout for Fonterra shareholders has

just dropped massively and theigtalk of further cuts teome. Buno one can arguagainst the

fact New Zealan@ @dairy industry is far more eordinated, efficient and organised thashew

%S I f mgaRa@dwool industriesOfcourse2 Yy a2t ARF GA2Y YR YIFN]JSG LRsS
immunity againstcommodityprice fluctuations;however it does create aability to weatherand

climb out ofa downturn a lot better.

Getting a bunch of farmers to agree on something is about as easy as

herding cats!

b2g o6& O2YLINr&AzZzYy fS0iQa SEI YidysBy. dnktéadafBighli SY 2F (K
perishable product we have prodwgthat are very flexible regarding when wehoose toharvest

them. And in the case of woollitas the added ability tbe stored for long periods once harvested.

This has allowed a spot nkat system to develop where if the price today is no gamehit for next

weelké @ essence sheep and beef farmemmnpared with dairy farmersre absolute traders. Even

the purely breeding operations still tend to give a lot of thought awlen,how and in many cases

who, they shouldsell their productiorto. Of course there are exceptions, but generally speaking

bSé 1S Iméak aidifibré supply chains can be described as a system of buy low and sell high up
and down the chainA farmer wantingo sell 100 store bulls will do their best to squeeze an extra
10¢/kg oflive weightout of the buyer as it hasamassive bearing on tliebottom line. While

ethicallythey have arobligation to share angegativeinformationabout the animalsthere isvery

little short term incentive tg particularlyif that informationgives the buyer an ability to leverage

them down in price.Likewisdf a finishing farmerbuying those same bullgas a very lucrative end
destination for themtheyQ ferid to keep thato themselvesif the sellerknew theymight become a

little bolder in their asking price. For now we are discussind\the Zealan@&nd of the supply

chain but it is worth mentioning that this adversarial relationship exists right up and down theysuppl
chain, with each chain partner competing for their slice of the pie.

In1998h QY S, & ede&cher residing in Australintified four key characteristics which hinder
trust-building in agricultual supply chains:

w Ly O2YY2RAUG& Valuddedtedas fixekadd tiiednxjor Bstie is how it is divided

among channel participantsThis is a wiHdose game and leads to adversarial relationships;

w ! dOGA2y #8AG8YA FyR NBIdA ISR YEN] SG& A&2€F 8
farmers do not gain any insight into their customers, and why they act the way they Hikewise

processors have not needed to, or had the opportunity to, develop relationships with growers;
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w {dzLlLX @ OKIFAY YIFylF3aSYSyid R2Siesyssupiidoiiez 3S (KS @7
guantity and quality- characteristic of agriculture Price volatility puts pressure on the

relationship;

w LYGSNRSLISYRSYOS Aa RAFTFAOQdAA G (2 | OKAS@®S 2¢Ay3

Remember the marriage atwgy | used irfsection 2vhere poor communicationsthe first stepof an

unfortunate chain reactiomnding in individualismThe buy low sell high system breeds poor

communication and mistrusietween chain partnersh 6 A 2 dzaf &8 AT @2drelBR y Qi (0 NJ
thing you want to do is collaborate, so individuaheep and beef farmers tend to go it alonihe

system incentivises itinstead of a culture of collaboration we have a culture of individualism. This

is whythe meatindustrydespite all tke discussion around consolidatistill haa y il the power

vacuum left by the deregulation of the MeBbard It is counter culturahs an industry to do so

Graeme Harrison, Chairman of ANZ&0ently stated in a speedb New Zealandrederated
Farmers Meat and Fibre Council
@ 2hen it comes to farmers choosing between meat company compatior
consolidation farmers havealwayselected to have choicé

The reasonwhy farmers havealways opted fochoiceis explained by theulture of mistrus.
Becausél KS Ay Rdza (i NB Sbiow, it isddedediblyfclBalieSgin@r farmeds tobreak out of
their defaultparadigmand optfor competition Trusting a meat company or other chaintpaer is
countercultural.¢ KA & A & ¢ K| {ding @@ ¥8v8 WHen hé kaid.. & winflode game and
leads to adversarial relationships ¢HHowever pain is always a catalyst for change &Nelv Zealand
meat producers have had their fair share of financial pain lately.

Dividing up the pie, who gets the first slice?

If we hark back to the pie analogy, but put a different spin pgdnherally speakingetailers are the

price maker over their respective supply chains. They set the margin or take the slice of the pie that
they want or need to keep their slne price attractive. Then the rest of the pie is thrown to the
remaining chain partners to scrap ovélhe degree that each tier of the supply chain is consolidated
determines who has the next priority over taking the biggest slice of the remainindrpiariably in
traditional agricultural commodity supply chajrtke category manager gets second priority, third
priority goes to the primary processor and lastly producers who are the least consolidated take the
last priority, i.e. they get the scraps.

The hour glass shape Figure 5below) shows very graphically how power witBirdzN.2 dulpi9 &
chain is located at the narrowest point in the funnel. Supermarket bujésgs, which own the
retail outlets,are the most consolidated section of the chainerefore dictate the prices
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The Supply Chain Funnel in Europe
Consumers 160.000.000

Customers 89.000.000
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Source: Capgemirgourtesy of Hamish Gow

Figure 5

There are always short lived exceptions of course. In 2008 the globe just experienced one where
dairy and grain producers were smiling from ear to ear. A commadiom due to a global shortage
in grain and dairy products set new records in prices, sparking massive food inflation and food
security fears for retailers. Unfortunately for producessth the onset of a global financial
meltdownthis commodity boom sems to havevanished as fast as it materialise@he smiles have
0SSY G6ALISR 2FTF (KSretuheR R ithedy Sadiia&postibn@iShe bdttam ofitlie S &
food chain producing more and more just to stand still you are a producer readindl ¢his
depressingalk andfeel like slittingyour wrists;the cure to this affliction is where producers act
collectively, but more on that later.

Global food companies

One of the great benefits of a Nuffield Scholarship is you gain a global perspactiveore

importantly you puto S ¢ %S ladri¢ugiRIGn&Eustries into the context of that global picture.

One of the trends | observed was the increasing globalisation of food compdni@ght sound like
LQY ail A yhare df €08rseast@fuhaxd@heard of Fonterra, Nestle, Heirthe grain
giantCargil] Unilever and so anAs retailers have become larger and more powerful so have many
of their suppliers.But interestinglyin the red meat industriethere has been ngignificant meat
company aggressively pursuing a global procurement strategy. That is until recently with the rapid
rise of JBS a Brazilian beef company recemtdwnedthe largestbeef processor in the USA and the
globe.
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Here are a few facts and figurexf W. {webaite:

1. 30% growth per year last several yeamsth the first international purchase in 2005.
63,000 employees worldwide.
Saughter capacity 079,200cattle per day (approx 28million p.aand48,000 hogper day
Annual sales of approximately US$ 24ilbon.
Processing plants Brazil, Argentina, USA, Austrabagd Italy.

abrowbd

2 A0K GKS LJzZNOKFasS 2F ! {! Qa iICHOWegléyBatistsSs@®dithA y a l NX
a... will complement our business plan for growth in beef processing in thedtéhBtates
FYR SaLISOAlLffe GKS tIF OAFAO wAYdE

W. {Qa odzaAySaa Y2RSBILEI AaAyY 10fS a2 NIRBiRyNERSERlMT RA Y I Q
grain Wh LJG arigiybedftradinglineans:JBS now have the option of procuring beef from an

assortmet of origins to supply an assortment of markets 52 weeks of the year.givieis them

huge flexibility;as they factor in seasonaljtyype of productiongexchange ratedreight costs,

importation tariffsand quotas

Another player to watch is Vion Foéé&roup, a Dutchasedfood companywith an annual turnover

ofe pdc O0AfTEA2Y O! {PMo®PpoU 2 WighFéod Gréup &nudy® 35,0001 NI S NA
staff. Their annual report shows that similar to JB®n hadeenundergoing some impressive

growth, since 2003&averaging32%per year. Vion are very much a European based comaatya

verylarge porkand beef processorBut they do have a direct relevanceNew Zealand While |

was in the UK they purchased Scottish owned Grampian. Subsequemtlyr&how the lamb

category managers for ASDA and Tesco, secondary processing imgewedealandambfor their

retailing customers+ A2y | f a2 2¢y 1 dzZaGNIfAlIQa fIFNBSad OKACff
South AustraliaWhile at an AgriFool K Aya / 2y TFSNBYyOS Ay bSUGUKSNIIYRa
van Doorn speakThere is no question that these guys are pursuing a very aggressive global

strategy.

How much time do we have?

As a word of warning to thlew Zealandneat industry, if we contine to wage civil waamongst
ourselves, we are leaving ourselves wide opea targe multinational companyenteringthe fray,
with a much larger war chedike the two just mentioned. The power vacuuve discusseéarlier
will be filled, but along witlit will die the opportunity of aonsolidatedfarmer-ownedmeat-
company, serving farmethterests.
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4. Acting Collectively

So with all this doom and gloom what is the answerimducers?How do we get off thisontinual

treadmill of having to prodce more and more just to stand still? WéllS Q@S (2 dzOKSR 2y A
times already butdzy’ A 4 SR 6 S & ( |. ByRactiRd olledRvBIRprodiusersthave incfedible

power. The synergies of market consolidation are signifitadt ¢ S Q & Soveretl. Nahile Rot

perfect, the farmer-ownedco-operativeis the best model devisesb farto achieve this goall

KI @Sy Q viewed oarisdidationhis way; one could describe me as a relatively recent convert.

When | started out on my Nuffieldavels in February 2008 | was still sitting on the fence. The Meat
Industry Action Groupad beenstirringthe debateabout the need fob S ¢ %S Iméak igtRs@ya

to consolidate. And while | was in Australia Owef 2 farSbfdidusMega Merger Concept as

floated, creating an excited furore amondstS ¢ %S Kfafmiing rRe@ia. Since it was so topical |
decided toadjustmy study focusto settle the questiorin my own mindand ensure the insights |
bought home were relevant to the industry the fourmonth mark in my travels | wabsolutely
convinced consolidation was necessary. The tipping foimhe was visiting the UKnd hearing
countless storiefirst-hand, of supermarketgery deliberatelyplayingtheir suppliersoff against each
other. NewZealandneat companies happened to be one of their favourite targets

Consolidatioris by no means the whole answer but it is the first step of a series that we will cover.
Winston Churchill once said about democracy:
dindeed, it has been said that demeracy is the worst form of Government except all
iK2aS 20KSNAR (0KIFdG KIFI@S 6SSy GNASR FNRBY (GAYS |

Like democracy, many alternatives to aagmerative have been triedy producerdrom time to

time. However they quickly grow arms and legs, movingyafrom their foundingntention of
delivering good prices to farmer#\sa vehicle for producers to act collectively andheir best
interests a well governed eoperative despite all its failingdgs the best anyone has come up with.

A cooperativehas at its core, a mandate to distribute profits to farmer shareholde¢hsough fair

product prices. Contrast this with a private or public company which is all about distributing profits

to shareholders through dividends, and maintaining a good shilck © S ® WeKS a2aiSY R
Odzf G dzNBQ IyR (GKS OdzZ G§GdzNB 2F | LINAGFGS 2NJ Lzt A O
others in the supply chaito maximise thebottom line, and thereforea dividend to shareholders.

2 K| { Q3§thodgh H&mpny may start out with farmeonly shareholders, the net soon getast

wider in the pursuit of extra capitalOr farmer shareholders might cash up their shares. Before you

know it the company has a majority shareholding that has no financial incentiatseever, to pay

producers more than they have t& few quickNew Zealanéxamples are AFFCO, Wool Services
International, and more recently Wool Equities Ll these companies were initialigrmer-

owned JusF 2 NJ G KS NBO2 NR LuGgémeyitdiiianyof theseyca@mpaniediey trdzS

governed and managed professionally within the structure and constitution set for thénike co

operatives, distributing profits to their producer suppliers through better pigh & y QG LI NI 2 F
systenXdesigrs and secondlythey like everyone else pay the market price
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Butco-l PAOAOEOAO AiI 160 AAI E Qhvate dripublicAAOOAO D
companies?

You often her it said thatco-opsR2 y Qi LI & Fyeé o650 GSNIsdinthnés®e ( KI y
less. 8 how can they be serving farmé&r&/ery quickly, my answer to that is:-operatives keep

the competition honest by setting a floor on prices. Competing companies would have no suppliers
iftheydh Ry Qi I G f S| &dwned entitd Bcoridk &nd mdreNdvpSridatiyhen

margins are so tight, as they are in the meat processing business because ofratisady
discussedandprocurement competitioris so intense, it is incredibly hard for a@perative to

behave as it was truly intendeto. If New Zealandhad a consolidated meat industry undefamer-
ownedco-operative, strategically positioning itself as a strong sgilere would be greater margins

to pass orto producers in the form of better pricg. Fonterra has probably spng into your mind

more than once s weQ @flledinto some of these argumentsWhile it is foremost in youthoughts

think on this: if Fonterra was a private or publicly listed company, do you think it would havetpaid

producers $R0/kg milksolid athe height of the dairy boom? Or would it have kept the extra

profits to distribute to shareholders in the form of dividends?

But what about competition?

When debating the pros and cons of consolidatidre, competition argument always gets rolled out
Absolutely no questioncompetition causes any entity to sharpi#sgame. But competition falls
into two camps; healthy and unhealthy.he key is to create an environment of healthy competition
that aids rather tharundermines achieving the end goal.e. a sustainable and profitable industry.

Thereality is we have more unhealthy competition than we know how to handicause the vast

odzZf 1 2F 2dzNJ adzLJLX & OKLF Ay a RehgnitigomastiSdNitingSp they | O2 f
pie, evenif farmers and a co@p act collaborativelyhere isstill intensecompetitionwith the
remainingchainpartners. Secondlywhile New Zealandnight be the glob@ biggest exporter of

lamb, dairy and strong wool, we are still tiny when it cometh®world@ total production. New
Zealandamb(ls a dirty word(more so than beef or wopto most domestic lamb producers in our

export destination® S Ol dza S A.We are éodpetiddis a glabal marketplace, so whyuld

we feel obliged to fight among®urselves.

Where the competition argument does hold a little water is aroundcpssing efficiencies, logistics
Without at leasttwo strong companies trying to otihnovate each other, will the efficiency gains in
such areas drop off? Ultimately ibrmes back to top governance and quality management ensuring
a culture of healthy competition exists within the organisatithrere are no shortage of huge
companies internationally who have demonstrated justthlaty S R2 Say Qi ySS-R (2 f 272
Mart{ 62 NBa LyOzI GKS LI IySiQa f lanBStxittingeBondtd f SN KI &
none. RetailResearch DirectpPete Abel of 2 & (i Hgyf ch consultancfirm AMR Rsearch
says
G2 S @A $art as thef best supply chain operator ofaf G A YS dé¢
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David GlassWal I NIiQa /9h FNRY wmopyy (2 wnnn RSEAONAROGSR Al
d¢ KS TI(Wdla IA NIlog #ifes are derived from efficiencies Wilart has
investedinni KS &de8aidSY IyR GKS Odzt (i dz2NB o LG A&a | @S
Extracts frt Y W¢ KS  20ByNthofasA A rieGrhah (

Co-operatives are too socialist
As we discussed ire&ion 2, the study of supply chain relationships is very similar to the study of
human relationships. A key principle and one of my favolingsis:

Yau must connect people with the consequences of their choices.

Be they good or bad choices, the individual concerned must be either rewarded or penalised or they
KIS y2 AyOSyuaA@S G2 OKIFy3aS G§KSANI 0SK hadadizNID L ¢
a toddler revel in dropping items from the kitchen highairandwhile shopping a supermarket
trolley. Seeing Mum or Dad bend down and hand back the item starts out as a hilarious game the
FANBRGOG O02dzZL) S 2F (A YSa ooff on thizlbusys parenk ZiSedagtesivayite { S € 2 y =
teach the offending toddler is to leave the item on the floor. A screaming toddkesupermarket,
FNY 2dziadNBGIOKSR (2¢1 NRa GKSANI NRLKe>X Ffglea OF
connected with theconsequences of throwing the item on the floor the little darling soon learns the
behaviour is unacceptable, and results in a change. Same goes as they grow up. If they ding the car
because of reckless driving make them pay for it. Coming back tolagneéc whenNew Zealand
agriculture losits subsidy safetynet in 1985, farmers were suddenly very connected with the
conseqguences of their choices. The system was redesigned and in very quick time the industry
developed a culture of innovation like yéu2 dzft Ry Qi 0 St A S@S LG 61 a&a SAUGK!
broke. Subsequentiew Zealangbroducers are some of the most mark&icused and efficient in
the world. Butwe still have a long way to g&\ recently releasedleep meat report states:

a..there is a mismatch between the needs of the market and the characteristics of the

LINE R du® Keydements of success and failure in the NZ sheep meat industry fro@00980

@YLI NAYy3 2dzNB St @Sa SAGK 20KSNI O2 diglcansyh SA2Q & dzo 4 A RA

One of the failings of the traditional amperative structure igts very geared to shareholders
producing and supplying a generic commodityis incredibly crude in connecting different
producers with the consequences of their choices. Vdrg generic gradingased schedulthat

meat companiegalculate prices on is totally geared to a commodRyeighting of livestock,

number of animals per consignmendare all paid on one big averaging systeRor exampleif a co

op developed a nidhmarket andoulled together innovative supplier shareholders, in to a producer
group willing to tailottheir production to suit that niche marketlt would hit a snag when it came to
payingthose suppliera premium for the added valubey created. Asother shareholders
observedthey would quickly envy the premium on offer and in the spirit of theperative

demand equal prices for their production; or the opportunity to be part of the producer groujs In
traditional forma farmerowned ceoperative struggldo treat different groups of suppliers
preferentially. Yet to break new ground and adopt a value chain approach this is exactly what it
needs to do.
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ANZCO as a private meat company has several producer ggoingsnow, one tied into a mbe
coveted lamb contract with specialty UK supermarket WaitroBkeese producers are getting much
better market infamation regarding their produaind can tailor their systems and production
accordngly. Instead of a productiedriven supply chain, theggroducers are in demanddriven
value chain. Treating suppliers differenyoneadvantagea private or public company has oweer
co-operative

A co-operative with multiple value chains

Nuffield Scholars are supposed to be ahead of the curve Wider 2 F Ay y2 @l GA GBS GKAYT]
going to throw sométo my knowledgeunproven concepts out thergo challenge contemporary

thinkingand more importantly to stimulate ideas In particulayrhow the traditional ceoperative

can adapt to facilitate muiple value chaindetter incentivising farmers to break out of the

commodity production cycleButfirst a little background:

| was in Michigan, USA, staying witfeblow Kiwj Hamish Gow. An Associate Professor at Michigan

State University, Hamish bded up an international value chain and market linkages teAmery

sharp and cutting edge thinkeéfdamishwas just the guy | needed to spend a few days with. It was
probablywell after midnight over a glass of wingolving all theNew Zealan@gricutural A y R dz& (i NB Q&
problems when Hamish shared with me the diagram below

Product
Leadership

Customer N Cost
Intimacy ~ | Efficiency

SourceHamish Gow Michigan State University

Figure 6

The concept was initiallyedrelopedby the Harvard Business Schaot then packaged into a much
easier diagram to understarity Hamish. Ae triangle shows the three business strategies that
businesses will employ. Every successful business will sit somewhere on the outside edge of the
triangle, with one particular strength being their point of difference over their competitors
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